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(3) When an application is rejected
because of unacceptable credit, the ap-
plicant will be informed of the reason
and source of information.

[61 FR 59779, Nov. 22, 1996, as amended at 67
FR 78331, Dec. 24, 2002]

§3550.104 Applications.

(a) Application submissions. All per-
sons applying for section 504 loans or
grants must file a complete written ap-
plication in a format specified by RHS.
Applications will be accepted even
when funds are not available.

(b) Application processing. (1) Incom-
plete applications will be returned to
the applicant specifying in writing the
additional information that is needed
to make the application complete.

(2) An applicant may voluntarily
withdraw an application at any time.

(3) RHS may periodically request in
writing that applicants reconfirm their
interest in obtaining a loan or grant.
RHS may withdraw the application of
any applicant who does not respond
within the specified timeframe.

(4) Applicants who are eligible will be
notified in writing. If additional infor-
mation becomes available that indi-
cates that the original eligibility de-
termination may have been in error or
that circumstances have changed, RHS
may reconsider the application and the
applicant may be required to submit
additional information.

(5) Applicants who are ineligible will
be notified in writing and provided
with the specific reasons for the rejec-
tion.

(c) Processing priorities. When funding
is not sufficient to serve all eligible ap-
plicants, applications for assistance to
remove health and safety hazards will
receive priority for funding. In the case
of applications with equivalent priority
status that are received on the same
day, preference will be extended to ap-
plicants qualifying for a veterans pref-
erence. After selection for processing,
requests for assistance are funded on a
first-come, first-served basis.

§3550.105 Site requirements.

(a) Rural areas. Loans may be made
only in rural areas designated by RHS.
If an area designation is changed to
nonrural an existing RHS borrower
may receive 504 assistance.

7 CFR Ch. XXXV (1-1-08 Edition)

(b) Not subdividable. The site must
not be large enough to subdivide into
more than one site under existing local
zoning ordinances.

§3550.106 Dwelling requirements.

(@) Modest dwelling. The property
must be one that is considered modest
for the area, must not be designed for
income producing purposes, have an in-
ground pool, or have a market value in
excess of the applicable maximum loan
limit, in accordance with §3550.63.

(b) Post-repair condition. Dwellings re-
paired with section 504 funds need not
be brought to the agency development
standards or thermal performance
standards of 7 CFR part 1924, subpart
A, nor must all existing hazards be re-
moved. However, the dwelling may not
continue to have major health or safe-
ty hazards.

(c) Construction standards. All work
must be completed in accordance with
local construction codes and standards.
When potentially hazardous equipment
or materials are being installed, all
materials and installations must be in
accordance with the applicable stand-
ards in 7 CFR part 1924, subpart A.

[61 FR 59779, Nov. 22, 1996, as amended at 67
FR 78331, Dec. 24, 2002]

EFFECTIVE DATE NOTE: At 72 FR 70222, Dec.
11, 2007, §3550.106(b) was amended by remov-
ing the words “or thermal performance
standards’’, effective Jan. 10, 2008.

§3550.107 Ownership requirements.

The applicant must have an accept-
able ownership interest in the property
as evidenced by one of the following:

(a) Full fee ownership. Acceptable full
fee ownership is evidenced by a fully
marketable title with a deed vesting a
fee interest in the property to the ap-
plicant.

(b) Secure leasehold interest. A written
lease is required. For loans, the unex-
pired portion of the lease must not be
less than 2 years beyond the term of
the promissory note. For grants, the
remaining lease period must be at least
5 years. A leasehold for mutual help
housing financed by U.S. Department
of Housing and Urban Development
(HUD) on Indian lands requires no min-
imum lease period and constitutes ac-
ceptable ownership.
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(c) Life estate interest. To be accept-
able, a life estate interest must provide
the applicant with rights of present
possession, control, and beneficial use
of the property. For secured loans, gen-
erally persons with any remainder in-
terests must be signatories to the
mortgage. All of the remainder inter-
ests need not be included in the mort-
gage to the extent that one or more of
the persons holding remainder inter-
ests are not legally competent (and
there is no representative who can le-
gally consent to the mortgage), cannot
be located, or if the remainder inter-
ests are divided among such a large
number of people that it is not prac-
tical to obtain the signatures of all of
the remainder interests. In such cases,
the loan may not exceed the value of
the property interests owned by the
persons executing the mortgage.

(d) Undivided interest. An undivided
interest is acceptable if there is no rea-
son to believe that the applicant’s posi-
tion as an owner-occupant will be jeop-
ardized as a result of the improvements
to be made, and:

(1) In the case of unsecured loans or
grants, if any co-owners living or plan-
ning to live in the dwelling sign the re-
payment agreement.

(2) In the case of a secured loan, when
one or more of the co-owners are not
legally competent (and there is no rep-
resentative who can legally consent to
the mortgage), cannot be located, or
the ownership interests are divided
among so large a number of co-owners
that it is not practical for all of their
interests to be mortgaged, their inter-
ests not exceeding 50 percent may be
excluded from the security require-
ments. In such cases, the loan may not
exceed the value of the property inter-
ests owned by the persons executing
the mortgage.

(e) Possessory rights. Acceptable forms
of ownership include possessory right
on an American Indian reservation or
State-owned land and the interest of an
American Indian in land held severalty
under trust patents or deeds containing
restrictions against alienation, pro-
vided that land in trust or restricted
status will remain in trust or re-
stricted status.

() Land purchase contract. A land pur-
chase contract is acceptable if the ap-

§3550.109

plicant is current on all payments, and
there is a reasonable likelihood that
the applicant will be able to continue
meeting the financial obligations of
the contract.

(g) Alternative evidence of ownership. If
evidence, as described in paragraphs (a)
through (e) of this section, is not avail-
able, RHS may accept any of the fol-
lowing as evidence of ownership:

(1) Records of the local taxing au-
thority that show the applicant as
owner and that demonstrate that real
estate taxes for the property are paid
by the applicant.

(2) Affidavits by others in the com-
munity stating that the applicant has
occupied the property as the apparent
owner for a period of not less than 10
years, and is generally believed to be
the owner.

(3) Any instrument, whether or not
recorded, which is commonly accepted
as evidence of ownership.

§3550.108 Security
(loans only).

When the total section 504 indebted-
ness is $7,500 or more, the property will
be secured by a mortgage on the prop-
erty, leasehold interest, or land pur-
chase contract.

(a) RHS does not require a first lien
position, but the total of all debts on
the secured property may not exceed
the value of the security, except by the
amount of any required contributions
to an escrow account for taxes and in-
surance and any required appraisal fee.

(b) Title clearance and the use of
legal services generally must be con-
ducted in accordance with 7 CFR part
1927, subpart B. These requirements
need not be followed for:

(1) Loans where the total RHS in-
debtedness is less than $7,500; or

(2) Subsequent loans made for mini-
mal essential repairs necessary to pro-
tect the Government’s interest.

[61 FR 59779, Nov. 22, 1996, as amended at 67
FR 78331, Dec. 24, 2002]

requirements

§3550.109 Escrow account (loans only).

RHS may require that borrowers de-
posit into an escrow account amounts
necessary to ensure that the account
will contain sufficient funds to pay real
estate taxes, hazard and flood insur-
ance premiums, and other related costs
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